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FOREWORD 


The  enactment  of  Public  Law  92-310  on  June  6,  1972,  eliminated 
fidelity  bonding  of  Federal  personnel  and  substituted  the  self-insurer 
concept  permitting  agencies  to  charge  uncollectible  fidelity  losses 
against  their  operating  expenses. 

The  basic  theory  which  promoted  the  enactment  of  the  law  was  that 
premium  payments  and  administrative  expenses  under  a  fidelity 
bonding  program  exceeded  the  uncollectible  fidelity  losses,  and 
therefore  the  Government  could  save  money  by  assuming  the  role 
of  a  self-insurer. 

The  Committee  on  Post  Office  and  Civil  Service,  as  part  of  its 
legislative  review  responsibility,  sets  forth  in  this  committee  print 
the  first  report  on  the  experience  of  the  Government  under  its  program 
of  self-insuring  fidelity  losses. 

The  report  from  the  Treasury  Department  is  based  on  information 
from  the  various  executive  agencies  (except  the  Postal  Service)  and 
from  certain  offices  of  the  judicial  and  legislative  branches.  While 
all  agencies  are  not  yet  under  a  wholly  self-insuring  program  (because 
of  bonds  which  have  not  expired),  the  report  shows  an  estimated 
saving  to  the  Government  for  fiscal  year  1973  of  $112,873  under  the 
self-insurance  program. 

The  Postal  Service,  under  its  own  authority,  discontinued  its 
fidelity  bonding  program  in  1971.  Its  report,  contained  herein,  shows 
an  estimated  savings  of  $194,203  for  fiscal  year  1973  under  a  self- 
insurance  program. 

The  committee  is  pleased  to  report  this  combined  estimated  savings 
to  the  Government  of  some  $307,000  for  fiscal  year  1973  and  will 
continue  its  review  of  the  program  to  assure  that  the  expected  results 
of  Public  Law  92-310  continue  to  be  realized. 
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LETTER  OF  TRANSMITTAL 


The  Secretary  of  the  Treasury, 

Washington,  D.C.,  December  28,  1973. 

Hon.  Carl  Albert, 

Speaker  oj  the  House  of  Representatives , 

Washington,  D.C. 

Dear  Mr.  Speaker:  In  accordance  with  the  requirements  of  section 
103  of  the  act  of  June  6,  1972  (31  U.S.C.  1203),  I  am  pleased  to 
transmit  herewith  a  report  on  the  experience  of  Federal  agencies  under 
the  new  program  for  self-insuring  fidelity  losses  of  Federal  personnel, 
for  the  fiscal  year  ended  June  30,  1973. 

Sincerely  yours, 

George  P.  Shultz. 


Attachment. 


(V) 


REPORT  ON  EXPERIENCE  UNDER  THE  GOVERNMENT’S 
PROGRAM  OF  SELF-INSURING  FIDELITY  LOSSES  FOR 
FISCAL  YEAR  ENDED  JUNE  30,  1973 


Background 

Section ’103  of  Public  Law  92-310,  enacted  June  6,  1972,  requires 
that,  for  each  of  the  first  5  full  fiscal  years  following  enactment,  the 
Secretary  of  the  Treasury  transmit  to  the  Congress,  on  or  before 
December  31  of  each  year,  a  report  concerning  the  experience  of 
agencies  of  the  executive  branch  in  self-insuring  fidelity  losses  under 
the  act. 

The  primary  purpose  of  this  new  law  was  to  eliminate  fidelity 
bonding  of  Federal  personnel  and  to  adopt,  in  lieu  thereof,  a  self- 
insurer  concept  permitting  agencies  to  charge  uncollectible  fidelity 
losses  against  their  operating  appropriations.  Based  upon  past  experi¬ 
ence,  it  was  estimated  that  savings  of  over  $100,000  annually  could 
be  realized  by  the  Government  through  self-insurance. 

Reports  From  Agencies 

Pursuant  to  instructions  promulgated  by  the  Treasury  Department, 
reports  containing  specific  information  concerning  fidelity  losses  were 
submitted  to  the  Treasury  by  the  various  executive  branch  agencies 
(except  the  Postal  Service)  and  certain  offices  of  the  legislative  and 
judicial  branches  which  had  reported  the  results  of  their  bonding 
operations  in  the  past. 

Inasmuch  as  the  Postal  Service  had  discontinued  fidelity  bonding 
in  1971  under  its  independent  authority  (prior  to  enactment  of  the 
above  law),  it  advised  that  it  did  not  feel  that  the  reporting  require¬ 
ments  of  the  new  law  were  applicable  to  their  activities.  In  response, 
the  Treasury  indicated  to  the  Postal  Service  that  its  position  did  not 
appear  to  be  consistent  with  the  intent  of  Congress  and  requested 
further  consideration  of  the  matter.  It  is  understood  that  the  Postal 
Service  has  referred  the  question  to  its  legal  counsel  and  that  further 
advice  will  be  furnished  in  due  course. 

Mixed  Operations  in  Fiscal  Year  1973 

Among  the  provisions  of  the  above  law  was  a  stipulation  that  any 
bonds  which  were  in  force  at  the  time  of  the  enactment  of  the  act 
would  remain  in  effect  for  their  full  terms,  subject  to  the  cancellation 
and  other  provisions  in  such  bonds.  Nearly  all  of  the  bonds  in  effect 
upon  inception  of  the  new  self-insurance  program  were  2-year  bonds. 
While  a  majority  of  the  bonds  of  the  larger  agencies  either  expired 
before  June  30,  1972,  or  were  later  cancelled,  some  of  the  old  bonds  are 

(1) 


2 


being  allowed  to  run  their  full  terms,  which  extend  as  far  as  December 
31,  1973,  in  some  cases.  Thus  in  fiscal  year  1973,  many  agencies 
reported  activity  under  both  the  new  self-insurance  program  and  the 
old  bonding  program.  Accordingly,  the  operating  results  for  fiscal  year 
1973  are  presented  below  in  separate  sections  for  the  two  programs. 

Experience  Under  Self-Insurance  Program 


Some  20  agencies  adopted  the  self-insurance  concept  during  fiscal 
year  1973,  averaging  about  one-half  year’s  experience  under  the  new 
program  for  the  group  as  a  whole.  To  provide  a  meaningful  appraisal 
of  the  results  of  their  operations,  we  have  summarized  the  pertinent 
statistics  relating  to  the  experience  of  these  same  agencies  for  the 
past  5  fiscal  years  (1968-1972)  and  developed  average  comparable 
costs.  Such  costs  consist  not  only  of  premiums  and  administrative 
expenses  of  the  agencies  in  procuring  the  bonds,  but  also  include  losses 
in  excess  of  bond  coverage  which  were  paid  by  the  Government  under 
the  bonding  program.  The  differences  of  $112,873  between  these 
estimated  costs  of  $166,519  under  the  old  bonding  program  and  the 
losses  of  $53,646  charged  against  the  agencies’  appropriations  under 
the  self-insurance  program  represents  the  estimated  savings  to  the 
Government,  as  shown  in  the  following  table.  However,  some  allow¬ 
ance  would  have  to  be  made  for  additional  losses  which  may  be  charged 
off  later  and  for  related  recoveries  of  funds  from  defaulting  employees. 

Estimated  savings  under  self-insurance  program 
Comparable  cost  of  bonding  program  on  basis  outlined  above: 


Premiums _ $47,  133 

Administrative  expenses _  21,  420 

Losses  in  excess  of  bond  coverage _  97,  966 


Total _  166,  519 

Less:  Losses  charged  to  agencies’  appropriations  under  self-insurance 
program  [including  losses  which  would  have  been  in  excess  of  bond 
coverage  under  old  program] _ _ _  53,  646 


Estimated  savings _  112,  873 


Experience  Under  Bonding  Program 


There  follows  a  summary  of  the  results  of  operations  for  those 
agencies  whose  bonds  continued  to  run  for  all  or  part  of  fiscal  year 
1973.  It  will  be  noted  that  the  amount  of  claims  hied  against  surety 
companies  ($79,622)  compared  favorably  with  the  total  cost  of 
premiums  and  administrative  expenses  ($73,367)  by  a  margin  of 
$6,255.  Here  again,  some  allowance  would  have  to  be  made  for  addi¬ 
tional  claims  that  may  be  filed  later  and  claims  that  may  be  denied 
or  withdrawn.  Further,  in  the  final  analysis,  while  claims  paid  by 
surety  companies  may  exceed  premium  charges  for  a  year  or  two, 
this  situation  could  not  be  expected  to  prevail  over  a  period  of  time. 
Based  upon  the  companies’  loss  experience  and  other  factors,  bond 
premium  rates  are  established  at  a  level  that  will  cover  not  only  the 
cost  of  the  loss  payments,  but  administrative  expenses  of  the  com¬ 
panies  and  an  allowance  for  profits. 
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Bonding  costs  and  claims  for  fiscal  year  1978 


Premiums _ $44,  583 

Administrative  expenses _  28,  784 


Total _  73,  367 

Claims  filed  (excludes  losses  in  excess  of  bond  coverage) _  79,  622 

Excess  of  claims  over  costs _  6,  255 


Claims  Against  Surety  Companies 

The  following  summary  statement  prepared  on  a  cumulative  basis 
covers  the  period  from  the  inception  of  the  bonding  program  under 
the  act  of  August  9,  1955,  through  fiscal  year  1973.  Claims  against 
sureties  began  to  drop  as  agencies  discontinued  bonding  and  in  fiscal 
year  1973  amounted  to  $79,622,  as  compared  with  $102,422  filed  in 
1972.  Recoveries  from  sureties  amounted  to  $45,568  in  1973,  as 
compared  to  $31,318  in  1972. 


Cumulative  i 
Jan.  1,1956  to 
June  30,  1972 

Fiscal  year 
1973 

Cumulative 
Jan.  1,  1956  to 
June  30,  1973 

Claims  against  sureties  .  .  _ 

Recoveries  from  sureties.  . . 

_  $3,  378,  036 

_ _ _  2,842,838 

$79,  622 
45,  568 

$3, 457,  658 
2,  888,  406 

Pending  against  sureties  _  .  .  .  .. 

_  535, 198 

34,  054 

569,  252 

i  Includes  Post  Office  for  1971  and  prior  years. 


Administrative  Expenses  for  Bonding  Program 

Administrative  expenses  decreased  markedly  in  fiscal  year  1973  as 
progress  was  made  in  phasing  out  the  bonding  program.  These  expenses 
amounted  to  $28,784  for  the  year  and  related  primarily  to  the  main¬ 
tenance  of  records  and  the  preparation  of  correspondence. 

The  following  table  shows  the  administrative  costs  of  the  bonding 
program  for  the  past  5  fiscal  years: 


Administrative  expenses  1 

Fiscal  year: 

1969  _ 

1970  _ 

1971  _ 

1972  _ _ 

1973  2 _ 

1  Includes  Post  Office  for  1971  and  prior  years. 

2  Covers  expenses  for  year  subsequent  to  enactment  of  Public  Law  92-310,  June  6, 1972. 


$69,  253 
78,  581 
92,  313 
87,  922 
28,  784 


Summary 

During  fiscal  year  1973,  a  majority  of  the  larger  agencies  adopted  a 
self-insurance  program  for  fidelity  losses,  as  authorized  by  Public  Law 
92-310.  However,  since  the  new  law  also  stipulated  that  bonds  in 
force  could  be  permitted  to  run  their  respective  terms,  a  number  of 
agencies  reported  further  activity  under  the  old  bonding  program.  It 
is  anticipated  that  most  of  the  remaining  bonds  in  force  will  expire  by 
December  31,  1973,  at  which  time  the  respective  agencies  will  become 
self-insured. 


4 


Adoption  of  the  self-insurance  program  resulted  in  estimated  savings 
of  $112,873  during  fiscal  year  1973,  which  approximated  the  estimate 
made  at  the  time  the  new  program  was  adopted.  However,  as  indicated 
above,  the  new  program  is  not  fully  operational  and  some  allowance 
must  be  made  for  additional  losses  and  recoveries  which  may  be  re¬ 
ported  later  by  the  agencies. 


U.S.  House  of  Representatives, 
Committee  on  Post  Office  and  Civil  Service, 

Washington ,  D.C.,  February  1,  197 J. 

Hon.  E.  T.  Klassen, 

The  Postmaster  General , 

U.S.  Postal  Service , 

Washington,  D.C. 

Dear  Mr.  Postmaster  General:  Our  committee,  currently,  is 
continuing  a  review  on  the  effect  of  the  1962  bonding  act  (Public  Law 
92-310,  approved  June  6,  1972)  which  established  the  Government’s 
program  of  self-insuring  fidelity  losses. 

We  have  received  a  report  from  the  Treasury  Department  on  the 
experience  of  most  agencies  under  the  program.  A  copy  of  that  report 
is  enclosed  for  your  information. 

Please  furnish  the  committee  a  report  on  the  experience  of  the  Postal 
Service  under  your  program  of  self-insurance  for  fidelity  losses  at  the 
earliest  opportunity. 

With  kind  regards, 

Sincerely  yours, 


Thaddeus  J.  Dulski,  Chairman. 


U.S.  Postal  Service, 

Law  Department, 
Washington ,  D.C.,  March  14,  1974 • 

Hon.  Thaddeus  J.  Dulski, 

Chairman ,  Committee  on  Post  Office  and  Civil  Service , 

House  of  Representatives,  Washington,  D.C. 

Dear  Mr.  Chairman:  This  is  in  response  to  your  letter  concerning 
the  review  being  conducted  by  your  committee  of  the  effect  of  Public 
Law  92-310  which  eliminated  the  program  of  the  purchase  of  surety 
bonds  by  Federal  agencies. 

As  you  know  Public  Law  92-310  has  no  applicability  to  the  Postal 
Service.1  However,  prior  to  the  enactment  of  the  law  the  Postal 
Service  had  already  complied  with  the  policy  established  by  the  law 
by  discontinuing  fidelity  bonding  in  1971  under  authority  provided  by 
the  Postal  Reorganization  Act.  We  are  happy  to  report  that  the 
Postal  Service’s  program  for  self-insurance  for  fidelity  losses  has 
resulted  in  substantial  savings. 


1  Sec.  410(a)  of  title  39,  United  States  Code,  provides,  with  exceptions  not  here  relevant,  that  “no  Federal 
law  dealing  with  public  or  Federal  contracts,  property,  works,  officers,  employees,  budgets,  or  funds,  shall 
apply  to  the  exercise  of  the  powers  of  the  Postal  Service.” 
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The  annual  premium  for  the  Service's  surety  bond  with  the  iJnited 
Bonding  Insurance  Co.  was  $298,847  at  the  time  it  was  terminated  on 
December  31,  1971.  Thus,  the  estimated  savings  to  the  Postal  Service 
under  its  self-insurance  program  for  fiscal  year  1973  is: 


Premiums _  $298,  847.  00 

Losses  in  excess  of  bond  coverage _  36,  000.  00 


Total  cost _  334,  847.  00 

Less: 

Estimated  fidelity  losses,  including  those  in  excess  of  bond 

coverage _  140,  643.  56 


Estimated  savings _  194,  203.  44 


Based  on  the  above  figures  it  appears  that  the  Postal  Service’s  self 
insurance  program  for  fidelity  losses  has  been  successful. 

Sincerely, 

W.  Allen  Sanders, 

Assistant  General  Counsel , 

Legislative  Division. 
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